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Saving Taxes by Planning 
While tax savings alone should never be the only basis for a careful plan, 
here are some points of tax law and some of the tax-saving principles that 
may be helpful to you in planning for your estate and property distribution. 
by John C. O'Byrne and John F. Timmons 
T AX SAVING is legitimate and proper. You always have the 
right to arrange your affairs to 
obtain the benefit of all special 
tax provisions and to minimize 
taxes honestly. This applies both 
to income taxes and to estate or 
property transfer taxes. 
As a property owner, you have 
a duty to your government to bear 
your proper share of taxes, but 
you're also responsible to your 
family and heirs to pay no more 
than is due. Thus, tax aspects be-
come important considerations in 
planning your estate. 
Each estate represents a prob-
lem peculiar to a particular fam-
ily and the property involved. We 
suggest, therefore, that you obtain 
specific legal advice to fit the ex-
act circumstances. We can in this 
article, however, point out the 
general lines of tax planning and 
tax saving that are available. 
(See also, "What Taxes and How 
Much?" in the March issue or re-
print FS-905.) 
Federal Estate Tax Planning: 
Possible methods, or some combi-
nation or variation of them, for 
saving federal estate taxes include 
the following. 
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• Use of lifetime gifts to re-
duce the amount of property 
owned at death. Taxes on life-
time gifts usually are less than 
federal estate taxes on gifts at 
death. 
• Use of the marital deduction 
to transfer property to a surviving 
spouse free of estate tax; about 
half of a person's property can be 
left to his spouse tax free. The 
property that passes to the spouse 
will be taxed in his or her estate 
at death. But, under the estate 
tax system, the tax on property 
divided into two piles is less than 
the tax would be on the property 
in one lump. Also, each is en-
titled to the full exemption al-
lowed at death. (Many people 
have wills that don't give the ad-
vantage of the marital deduction. 
Also, the settlement provisions of 
many insurance policies now held 
don't qualify for the marital de-
duction. It would be wise to have 
both wills and insurance policies 
re-examined for this purpose with-
out delay.) 
When discussing your estate and property transfer plans with your 
attorney, always weigh carefully your real desires and the circum-
stances of your family. A plan that simply saves taxes may not 
necessarily accomplish all of the things that you actually want. 
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• Use of a life estate to one 
generation followed by a remain-
der in the next can result in grant-
ing the use of the property to one 
generation for life without a tax 
at the death of the life tenant. 
This "skips" the tax that would 
have been due if the property had 
been transferred outright to one 
generation and then transferred 
again to the next. (This method, 
however, won't permit the benefit 
of the marital deduction, so it's 
necessary to find and set up a plan 
that's most advantageous accord-
ing to the circumstances.) 
Sometimes a combination of 
these methods will work out. Half 
of the estate, for example, might 
go to the spouse outright to ob-
tain the full benefit of the mari-
tal deduction, with the other half 
going to the spouse for life and 
then to the children. Of ten, this 
combination is achieved through 
the use of two trusts. 
These three methods (or a com-
bination of them) apply very gen-
erally in planning any estate for 
tax savings. Additional tax-sav-
ing ideas will be applicable to par-
ticular plans or estates. Essen-
tially, tax planning is the pros-
pective application of detailed tax 
laws to a particular family plan. 
Iowa Inheritance Tax Plannins: 
Methods of saving taxes vary un-
der the inheritance tax. There's 
no marital deduction as in the fed-
eral estate tax. In some cases, in-
heritance tax savings go hand in 
hand with estate tax savings. In 
other cases, they differ or even 
conflict-making it necessary to 
consider the effects of both taxes 
on any plan. The major lines of 
inheritance tax saving, however, 
include the following. 
• Use of lifetime gifts paral-
lels the federal tax-saving princi-
ple. Iowa has no tax on lifetime 
gifts. A complete and outright 
gift made during life-without 
strings or reservations-removes 
that property from inheritance 
taxation. 
• Use of the life estate and re-
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mainder often is a method of 
avoiding an additional Iowa tax. 
This works the same as for the 
federal tax but here, too, con-
flicts with the use of the marital 
deduction for federal taxes. 
• Use of insurance payable to 
a named beneficiary rather than to 
the estate will save state inheri-
tance taxes but not federal estate 
taxes. This is particularly impor-
tant to smaller estates. 
• Use of exemptions and dif-
ferent rates permitted to recipi-
ents of varying degrees of rela-
tionship can save state taxes. A 
father, for instance, might want to 
leave $40,000 worth of property 
to a son and his family. If he left 
half to the son and half to the 
son's wife, the son would have an 
exemption of $15,000 and be taxed 
at 1 percent on only $5 ,000. The 
daughter-in-law would have no ex-
emption and be taxed at 5 percent 
on $20,000. But, if the bequest 
were made half to the son and 
half to his two children, only 
$15,000 would be taxed at 1 per-
cent. 
Examples 
Assume that a farm operator has 
a wife about 60 years of age and 
two sons, both over 21. He has an 
estate of $200,000 and expects to 
own about the same at death. The 
wife has no substantial property 
in her own name. He wants to 
leave all his property to his wife 
and sons, and the wife would leave 
whatever she had at death to the 
sons. 
In planning this estate, the fam-
ily and their lawyer would have to 
consider all of the possible contin-
gencies-including the order of 
death of the family members and 
the ultimate beneficiaries such as 
daughters-in-law and grandchil-
dren. For this example, however, 
assume that the farm owner will 
die first, leaving his wife and sons 
surviving. With these limited 
facts, there are several ways of 
achieving his purpose-but with 
different tax results. 
Plan 1: If the owner willed the 
property to his wife for life and 
the remainder after her death to 
the two sons, he'd be allowed an 
exemption of $60,000 and owe a 
federal estate tax of $31,500. No 
marital deduction is allowed for 
the life estate to his wife. The 
Iowa inheritance tax-allowing an 
exemption of $40,000 to the widow 
and $15,000 to each son-would 
total $1,905. No tax would be due 
at the wife's death. The over-all 
tax cost on the transfer of the 
property from the father and 
mother to sons would be $33,405. 
Han 2: If he left all of the 
property to his wife outright, the 
marital deduction (disregarding 
debts, expenses, etc.) would be 
$100,000 and the exemption, $60,-
000-leaving a net estate of $40,-
000 on which a federal estate tax 
of $4,800 would be due. The 
state inheritance tax would be 
$5,962. However, when the wife 
died, leaving the property to the 
sons, her estate would be taxed. 
This time there'd be no marital 
deduction. Her federal estate tax 
would be $28,444, and the Iowa 
inheritance tax would be $3,532. 
Thus, the over-all tax cost would 
be $42,738. 
Plan 3: If he combined the 
methods of plans 1 and 2, he 
might divide the estate into two 
parts-half passing outright to his 
wife to qualify for the marital de-
duction and half passing to the 
wife for life, remainder to the 
sons. The husband's federal estate 
tax would be $4,800; the Iowa in-
heritance tax, $3,415. At the 
wife's death, the federal tax would 
be $4,247; the state tax, $1,180. 
The over-all tax cost, in this case, 
would be $13,642. 
Plan 4: If he divided the prop-
erty, half to the wife outright and 
half to the sons outright, the 
wife's half would qualify for the 
marital deduction. The federal 
estate tax would still be $4,800, 
but the state tax would drop to 
$2,806. At the wife's death, with 
her estate left to the sons, the fed-
eral tax would be $4,520 and the 
state, $1,218. Here, the over-all 
tax cost would be $13,344. 
Each of these four methods of 
distributing property to a wife and 
two sons provides for the wife for 
her life and ultimately places the 
total property in the hands of the 
sons. The over-all death tax costs 
for the different methods, how-
ever, ranged from a high of $42,-
738 to a low of $13,344. (Debts 
due and the costs and expenses of 
settling the estate have been dis-
regarded in these examples, but 
the federal tax figures have been 
adjusted for credit for state taxes 
paid wherever allowable.) 
There are many reasons for se-
lecting one method of transferring 
property over another. A plan 
should never be selected solely for 
tax reasons without full consider-
ation of specific family needs and 
characteristics. But the tax costs 
still are a matter of major con-
cern. Even in the simple illustra-
tion just given of one small part 
of the planning process, decisions 
must be made on whether the 
over-all tax cost is to be about 7 
percent of the total estate or more 
than 21 percent. Perhaps the real 
question is this: Are there com-
pelling family reasons for the ad-
ditional cost of $20,000 for Plan 
1 or $30,000 for Plan 2 over Plan 
3 or Plan 4? 
Using tax-free gifts: Going on 
with the hypothetical example, it 
would be possible to reduce both 
income and inheritance and estate 
taxes further by means of planned 
gifts during life. During his life-
time, the husband and father 
could use the "split gift" provi-
sions to transfer $72 ,000 worth of 
property to the sons free of tax in 
a single year. He'd use his $30,000 
exemption, his wife's $30,000 ex-
emption and four $3,000 exclu-
sions since the transfer is treated 
as half given by the husband and 
half by the wife. Thereafter, 
$6,000 could be transferred to 
each son free of gift tax in each 
year. 
Assuming now that the husband 
and father made a gift of $72,000, 
representing an undivided share of 
his farm, two lines of tax savings 
appear. The over-all family in-
come tax may be reduced because 
the income from the sons' share of 
the property is taxed to them. 
Presumably, if the major asset 
was a farm and the sons received 
an interest in it by gift, father and 
sons would have formed a partner-
ship to operate it. This would 
spread the income according to 
the land now owned by each and 
the amount of labor, machinery, 
livestock, etc. each contributed. 
Consider also the tax results at 
death of the husband and father. 
He'd have an estate of $128,000 
if he had given away $72,000. If 
he left half or more than half out-
right to his wife, the federal estate 
tax would amount to no more than 
$120. The tax would be zero if he 
had reduced his estate to $120,000 
and qualified for the marital de-
duction. The federal tax at the 
wife's death would range from 
$116 to $10,800, depending on 
whether or not all property had 
gone to the wife or part to the 
wife and part to the sons. Iowa 
taxes at the wife's death, in leav-
ing the property to her sons, 
would range from $480, if she had 
received half of the estate, to 
$2, 15 0, if she had received all of 
it at her husband's death. 
Thus, if the husband and father 
with an estate of $200,000 had 
given $72,000 to his sons during 
life and transferred by will at 
death half of the rest to his wife 
and half to his sons, the federal 
estate tax burden at death would 
be $120. When the wife left her 
half to the sons at her death, the 
estate tax then would be $116. 
The Iowa inheritance tax at his 
death would be $658; at her 
death, $476. 
Considered planning- using the 
split gift, the marital deduction 
and the full Iowa exemptions-
results in this situation in a total 
tax on both deaths of $1,370. Re-
member that, in our original ex-
ample (Plan 1) seeking the same 
objectives in terms of property 
transfer, the total taxes on both 
deaths amounted to $42,7381 Ac-
tually, the $1,3 70 total tax could 
have been further reduced by ad-
ditional lifetime gifts to the sons 
by husband and wife. In fact, a 
sound plan would provide for re-
examination after the husband's 
death to see how the wife should 
handle the property thereafter and 
whether she should then make 
gifts. 
Effects of Income Taxes: Es-
tate and inheritance taxes fall only 
upon death. The gift tax falls only 
in years when gifts are made. In-
come taxes, however, are an an-
nual affair. This makes it impor-
tant to include in any plan an 
analysis of the effects of income 
taxes on the family unit during the 
lives of all parties and upon the 
spouse, children and heirs follow-
ing death of the husband and 
father. 
We won't get into detailed con-
sideration of the income tax as-
pects in this article. But be sure 
to discuss these with your attor-
ney as your plans progress. Some-
times income tax considerations 
fall into line with other tax sav-
ing devices, and sometimes they're 
in conflict. 
Plan Carefully ••. 
In this article, we've listed some 
of the considerations of tax law 
and some of the tax-saving prin-
ciples to be considered in planning 
the distribution of farm and other 
property. But tax savings alone 
should never be the sole basis of a 
careful plan. Always weigh care-
fully the desires and characteris-
tics of the family against possible 
tax savings. 
It may be that a plan that saves 
taxes doesn't accomplish a prop-
erty owner's real desires. A sound 
plan must harmonize all of these. 
We've indicated some of the prin-
ciples to think about. Work out 
the details, however, with the aid 
of a competent lawyer and tax 
adviser. Then re-examine the plan 
periodically in the light of changes 
either in the tax laws or in family 
situation. 
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